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Investigation by the Department of
Tdecommunications and Energy on its own
Moation into Default Service.
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INITIAL COMMENTSOF
WESTERN MASSACHUSETTSELECTRIC COMPANY
On June 21, 2002, the Department of Telecommunications and Energy (“ Department”)
issued an Order opening aNotice of Inquiry into the provision of default service. Western
Massachusetts Electric Company (“WMECQO”) respectfully submits the following comments to
the Department’s June 21% Order.

The Present Default Service System Benefits WM ECQO’s Customers

The present default-service procurement system isworking for WMECO's customers.
Unlike other Massachusetts customers, WMECQO's customers are not
seeing bel ow-market standard- offer service rates. WMECO procures both default service and
standard- offer service on a competitive bassin the wholesale market. Therefore, for dl intents
and purposes, WMECO's customers are a March 2005 as far as supply options. WMECQO's
customers basically have two supply options. they can pay awholesde market price for
standard- offer service or default service, or they can go to the competitive marketplace and pay

aretall price.



Beginning July 1% of this year, pricing for default service and standard-offer service
were gpproximately the same for WMECQO's customers. The average default- service priceis
4.9 cents per kilowatt-hour until the end of this year, and the andard-offer price is 4.8 cents
until the end of this yeer.

WMECQO' s experience has been that vibrant wholesale market competition exists for
providing both default service and standard- offer service. As part of WMECO' s solicitation
process, an independent evauator reviews the process. For WMECO' s latest solicitation and
procurement which occurred this spring for default service beginning July 1%, WMECO had
eight suppliers submitting bids to provide dl or parts of the default-service load. The
independent evaluator found that it resulted in a competitive-bidding process which resulted in
reasonable prices for those customers.

The Price Componentsto be |l ncluded in Default Service Rates

InitsMay 12, 2002 Order on default service (D.T.E. 99-60-A), the Department Stated
that the incluson of the distribution company’ s administrative costs will ensure that dl cogts of
providing default service are included in the default service price seen by retail customers.
WMECO supports including adminigtrative costs as part of the default service rate in the future;
however, there is one caveat: when figuring these cogts, no full-blown rate-case proceeding
should betriggered. Intheinitid D.T.E. 99-60 proceeding, WMECO supported theinclusion
of adminigrative costs and suggested an adjuster mechanism methodology that included costs
without performing afull rate case.

It appears that the inclusion of an adder for procuring default service has been

successful in Massachusetts without the need for arate proceeding. Fitchburg Gas and Electric



Company (“Fitchburg”) used athird party, Enermetrix, to solicit bids for Fitchburg' s default-
service requirements for the June 1, 2002 to November 30, 2002 period. On March 4, 2002,
Enermetrix issued a request for proposals to potentid biddersviae-mail. On March 5, 2002,
Enermetrix sent an e-mail message to potential bidders stating, “As an additiond piece of
information, offer s should include the Enermetrix service fee of 0.02 centskWh for each
of thetwo customer groups. Pleasefdl freeto cdl or eemal w/questions. Sorry for any
confuson...” (emphasisadded). Therefore, it gppearsthat Fitchburg's default-service rates
effective for this period include an adminigirative adder for Enermetrix. WMECO supports the
inclusion of these types of adders for distribution companies that directly procure default service
on behdf of their customers.

Default Service Pricing Options

WMECO embraces maintaining the current default service fixed and varidble pricing
options. This continues to dlow default-service prices to remain constant for periods of up to
gx months, helps minimize the potential for customer confusion, and addresses the
concern that competitive suppliers do not shift their customers to default service during
peak months when the default-service prices are lower than the prices available in the
wholesale energy market.

WMECO has previoudy procured default-service supply for a one-year period, pricing
it for two fixed 9x-month periods. It gave customers the forward price as much as the current
rulesdlow, which isfor ayear, and it met the requirement of the fixed price for Sx months. This

aso matched the year-long price Sgnal that standard-offer customers received.



WMECO does not object to having a one-year fixed price option, if it is perceived as
beneficid for customers making choices. A one-year fixed price option may aso help reduce
adminidrative cogts, ultimately reducing the costs of default-service prices.

Procurement Schedules and Strategies

WMECO is concerned that some proposas that break the default-service load into
separate solicitation segments will have an adverse impact. WMECQO' s default-service load is
rdaively smdl and by requiring even smdler solicitations may actudly disrupt the market and
harm customers, rather than improve the market. In the past, WMECO has been able to attract
asngle supplier to serve its default-service load with different pricing for the four subgroups,
large commercid and indudtrid (“C&1”), smdl C&l, resdentid, and street lighting. This hasthe
effect of preading some of the risksinherent in various subgroups, such as migration of the
large C& | customers or the unattractiveness of only serving street-light load which is very amdll
a thispointintime. If the WMECO |oad becomestoo small, it may be that supplierswill
choose not to serve part of that load.

A second reason that WMECO would like to maintain its current procurement schedule
and drategy is that the New England wholesde power marketplace is currently in a state of flux.
Many wholesde power marketing entities are revidting their business models and making a
determination to leave the wholesale power marketing business in the Northeast. WMECO is
concerned about any new Department requirements that may make our retail load more
unattractive to serve.

Some proposals are advocating that default-service load should only be provided by

licensed-retall suppliers. Many of the wholesale marketing entities that WMECO interacts with



indicate that they do not want to become licensed-retall suppliers and regulated by the
Department in order to serve our retail load. Requirements like this may discourage wholesale
power marketing entities from bidding on our retall load. WMECO is concerned about any
possible changes to default service that will place too many demands and new requirements on
wholesale marketing entities who want to serve default-service and standard- offer loads.

The Distribution Company Should Serve asthe Provider of L ast Resort

WMECO supports keeping the last-resort function with the distribution company, as
long asit is compensated for its efforts, because it is working well, especialy for samdl
customers. Thislast-resort function can provide benefits to two other groups that are important
elements of aviable, competitive energy marketplace. Thefirst group isretall supplierswho
have stated they have experienced some problems at times competing againgt the wholesde
price. The second group is distribution company investors.

Under the current program, default-service customers are essentidly paying awholesale
pricefor aretal service. When given achoice, it is unlikely that customers would choose to pay
retail over wholesde. This sysem generaly keeps the distribution company in the position of
providing retail service without being compensated to do it. Asaresult of restructuring and
generation asset divestiture, distribution company investment, and the resulting rate base on
which earnings are derived, has been cut in haf or more for utilities like WMECO. The
combined effect of lost rate base and lack of earnings potentid on supplying generation services

to default- service customers has sgnificantly harmed utility investors.



One dterndive, to put things on amore leved playing fidd, is having distribution
companies collect a service fee on the energy that they provide as the default-service provider.
Thiswould provide three benefits.

Fird, it would compensate the distribution company for its effortsin securing default
sarvice. Whether that is done through an adder or an incentive or other mechanism, it would be
beneficia to the market as awhole.

Second, the default-service price will better mimic aretall price, so that both the
digtribution company and the comptitive retall supplier are on amore equd footing. 1n effect,
customers would then be comparing aretall-type price to aretail price.

And laglly, it diminates the market distortion inherent in the wholesale- price option for
retal customers. Thus, it helps put default-service pricing on aretall basis.

WMECO appreciates the opportunity to submit these comments and anticipates

participating fully in this proceeding.



